Issue Date

February 13, 1996

Audit Case Number

96-SF-207-1002

TO: C. Raphael Mecham, Administrator, Southwest Office of Native American
Programs, 9EPI

FROM: Gary E. Albright, District Inspector General for Audit, 9AGA

SUBJECT:  Pascua Y aqui Housing Authority
Tucson, Arizona

We have completed an audit of the Pascua Yagui Housing Authority (PYHA), Tucson
Arizona. The audit objective was to determine whether the PYHA was operated in a n
efficient, effective and economical m anner, and in compliance with the terms and conditions

of its Annua Contribution Contracts, applicable| aws, HUD regulations, and other directives.

This report includes eleven findings with recommendations.

Within 60 days please furnish us, for each recommendation in this report, a status report on
(1) the corrective action taken, (2) the proposed corrective action and the date for it s
completion, or (3) why action is not needed. Also, please furnish us copies of an y
correspondence or directives issued related to the audit.

To ensuretimely action on this report, we will adhere str ictly to the departmental requirement

for amanagement decision within 120 days after rep ort issuance. If adecision is not reached

by then, we will immediately refer the report to the Director, Office of Native America n
Programs.

We have provided copies of this report to the auditee.

Should you have any questions, pl ease contact David McCargar, Assistant District Inspector
General for Audit, at (415) 436-8101.
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Executive Summary

We completed an audit of the Pascua Y aqui Housing Authority (PYHA) located near
Tucson, Arizona. The audit objective was to determine whether the PYHA was
operated in an efficient, effective and economical manner, and in compliance with the
termsand conditions of itsannual contributions contracts, applicable laws, regulations

and other directives.

PYHA's poor
performanceis
adversely affecting its
programs and residents

The $6 million
Comprehensive Grant
program was poorly
planned and
administered

Procurement and
contract administration
wer e inadequate

Accounting controls
wer e inadequate

The PYHA is experiencing serious managemen t
problems which are adversely affecting its ability t o
carry out its housing and grant programs and,
ultimately, the wel fare of itsresidents. These problems
primarily resulted from a serious lack of staffing,
frequent turnovers in top management, and afailure to
develop appropriat e policies and procedures and assign
individual responsibility for carrying out activities.
Deficiencies are summarized below and discussed i n
detail in Findings No. 2-11.

Although it is in the fourth year of its Comprehensiv e
Grant program, the PYHA hasno re al strategy for using
the over $6 million it has been awarded, and has made

very little progress in identifying and addressing th e
physical needs of itsunitsor its very real management

deficiencies. Additionally, it expended over $118,000

for ineligible or unsupported work items. As aresult ,
residents are being deprived of n eeded improvements to
their units.

The procurement and contract administration proces s
was not effectively managed. Problems were noted in
almost al areas of the procurement process, includin g
preparation of bid specifications, documenting the
procurement decision making process; performing and

documenting construction inspec tions; and enforcement
of Davis-Bacon wage rates. A review of three
procurement actions totaling approximately $605,00 0
identified avoidable costs of about $65,000 and wag e
underpayments of over $10,000.

Accounting procedures and practices did not provid e

appropriate control over assetsand full disclosure of the
results of its operations and grant activities.
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Executive Summary

Maintenance and
renovation procedures
wer e inadequate

Per sonnel and travel
functions need
improvement

Problemswere noted in
almost all areas of
tenant and homebuyer
occupancy functions

Completed development
projects need to be
audited and closed out

96-SF-207-1002

Weaknesses included th e failure to post accounting records for
over seven months; inaccurately posted accounting records ;
failureto properly invest and control over $3 million of excess
funds; and lack of controls over obligated but unspent funds .
As aresult, records and reports were not useful in managin g
operations or assisting HUD to monitor the PYHA.

The PYHA needs to provide better quality housing t o
resdents. Maintenance and renovation procedures and

practices did not ensure that Mutu al Help and Low Rent
units were decent, safe and sanitary as required .
Deficiencies included the failure to complete routin e
maintenance and repairs; uncontrolled pest infestations,

failure to complete unit renovations and repairs prior to

tenant move-in; and not requiring tenants to clean their

yards and remove junked cars. As a result, living
conditions in and around the PYHA's units were ofte n
shameful, dangerous or unsanitary.

The PYHA needs to improve its handling of personnel
and travel functions and ensure that its Board action s
are recorded and made available for public and HU D
review. There was confusion among employees ast o
their job responsibilities, the basis for performanc e
ratings, and eligibility for promotions or salary
increases; travel costs were not supported; and neithe r
the public nor HUD could determine what actions th e
Board had taken for over eight months.

Policies governing tenant and homebuyer occupanc y
functions need to be improved. Problems were note d
with amost al occupancy functions, including
admissions, income verifications and recertifications ,
collections, and title transfer to homebuyers. The
inadequate management of these functions has resulted

in the housing of ineligible families; rental and hom e
ownership payments based on unverified and outdated

information; asignificant increase in tenant/homebuyer

accounts receivables; and the failure to allow Mutua |
Help families the opportunity to obtain ownership o f
their homes when their payment obligations had bee n
fulfilled.

Audits, needed to determine actual development costs,
were not obtained on ten projects which had been
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Executive Summary

Monthly Equity
Payment Account funds
wer e mismanged

Drug elimination grants
should be closed

Utility allowances may
not be reasonable

HUD has designated the
PYHA asan Operation
Recovery and High Risk
PHA

completed for up to twelve years. As aresult, projects wit h
over $3.7 million of unused funds have not been closed out .
Had these audits been completed, at least $671,000 of thes e
funds could have been used by the PYHA for additional
housing or other housing related purposes. Additionally, th e
PYHA has drawn down approximately $496,000 in excess of
the actual costs of these projects resulting in increased interest

coststo HUD.

Policies and procedures necessary to ensure that it s
homebuyers Monthly Equity Payment Accounts
(MEPA) were managed in accordance with its
occupancy agreements and applicable regulations ha d
not been developed and implemented. Consequently |,
the use of such funds has been haphazard, unsupported,
inconsistent, or ineligible. A review of MEPA
withdrawals totaling over $90,000 indicated that ove r
$60,000 of the funds were e xpended for unsupported or
ineligible purposes. The improper use of MEPA funds
deprives the PYHA of funds which it could use to
construct additional housing or provide other neede d
services to its tenants and homebuyers.

Incomplete drug elimination grants, which have had no

activity for over two years, have been ineffective an d
need to be closed out. Unused funds of over $182,000

need to be deobligated; questionable expenditures o f
over $86,000 need to be resolved; and over $30,000 of

equipment purchased with grant funds must be
accounted for and disposed of or utilized for other
purposes.

Procedures had not been established or responsibilit y
assigned to ensure that resident utility allowances were
properly established and reviewed on an annual basis .
The last analysis of the adequacy of tenant utility
allowances was over four years ago. Thus, neither the
PYHA or HUD can be assured that the current utilit y
allowances are appropriate and fair to tenants.

In June 1995 the Southwest Office of Native American

Programs (SWONAP) designated the PYHA as an
Operation Recovery housing authority. Under the
Operation Recovery program, SWONAP will provid e
the PYHA with training and technical assistanceinan
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Auditee Comments
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effort to help it improve its operat ions. I1n addition, On January
19, 1996 SWONAP designated the PYHA as a high risk
authority as recommended in our draft audit report. Asahigh

risk housing authority, it will be subject to additional
monitoring and approvals by HUD and required to develop a
management improvement plan to overcome its managemen t
problems.

We provided copies of the draft findings to the PYHA

and received written responses (dated December 21) on

January 2, 1996. We also discussed the draft finding s
with PYHA offi cials during the audit and at a February

2, 1996 exit conference. The PYHA generally agree d
with the mgjority of the recommendations set out in our

draft findings. They stated that they have recognize d
the seriousness of their management deficiencies an d
have aready taken significant ste ps to address them and
improvetheir operations. In light of the actions already
taken, they felt that it was premature to declare the m
high risk. Additionally, they felt that although ther e
were problems with their procurement process and
contract administration, many of the specific details set

out in the draft finding were in error and procuremen t
decisions made were in accordance with its policy and

in the best interest of the PYHA. Thus, they believe d
that they should not be declared high risk in relation to

their procurement activities. In relation to thei r
management of homebuyers Monthly Equity Payment
Accounts (MEPA), the PYHA felt that our
interpretation on the restrictions on the use of MEP A
funds were incorrect and the funds are essentialy th e
homebuyers' funds to use as they see fit.

We considered the PYHA's comments and mad e
revisions to the findings and recommendations wher e
appropriate. The PYHA's responses are summarized at
the end of each finding, together with our evaluation .
Due the voluminous nature of the PYHA's writte n
response, we have not included a copy of it in the
report. However, the Executive Director's overa |
comments in his letter transmitting the response ar e
included as Appendix A.
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Executive Summary

Recommendations

We are recommending that you continue to designat e
the PYHA as a high risk housing authority and also
classify it as high risk in relation to its procuremen t
activities. In order to begin addressing its management
deficiencies, the PYHA should perform an in-dept h
analysis of its current operations, identify staffing
needed to carry out these operations, and then hir e
qualified personnel to fill the positions identified. We
have also recommended that the PYHA review 4 |
current policies and procedures, update them whe n
necessary or adopt new onesif they don' t exist, and then
assign individual responsibility to ensure that thes e
policies and procedures are implemented.

We are making additional recommendations for
repayment of ineligible costs and establishment o f
proceduresto correct specific weaknesses d etailed in the
findings.
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| ntroduction

BACKGROUND

OBJECTIVES, SCOPE
AND METHODOLOGY
OF THE AUDIT

The Pascua Y aqui Tribe established the Pascua Yaqu i
Housi ng Authority (PYHA) in 1978 to provide decent,
safe and sanitary housing for tribal members. Asof
September 30, 1995, the PYHA managed 343
conventional Low Rent units and 340 Mut ual Help units
in 13 projects. Additionally, the PYHA had 40 Lo w
Rent and 40 Mutual Help units in development, 14 o f
which were being built in Guadaupe, A rizona (a suburb
of Phoenix.)

The PYHA was aso managing a Comprehensive Grant
Program with approved funding of over $6,000,00 O
through fiscal year 1995 (initial funding approval wa s
in 1992); two Drug Elimination grants funded for
$250,000 each; and a Y outh Sports Grant of $60,000 .
HUD froze funding for these programs because th e
PYHA did not submit current year Low Rent and
Mutual Help program budgets. Funding for the Dru g
Elimination and Youth Sports Grants has also been
frozen for lack of progress and failure to submi t
required financial and narrative reports.

The PYHA was gov erned by a seven member Board of

Commissioners appointed by the Tribal Council. The
Board appointed an Executive Director responsible for

management of the PY HA's day-to-day operations. On

March 27, 1995, Richard Vaenzuela was named
Executive Director. On May 4, 1995, the Tribal
Council abolished the PYHA Board of Commissioners,

and named itself as a replacement for the Board. | n
January 1996 the Tribal Council ap pointed a new Board
of Commissioners.

The PY HA administrative offices are located at 472 0
W. Calle Tetakusim, on the Tribal reservation near
Tucson, Arizona. Watkins & Associates, Garland ,
Texas, provides fee accounting services to the PY HA.

The purpose of our audit was to determine whether the
PYHA was (1) complying with its Annual Contribution
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Introduction

Contracts, applicable laws, HUD regulations®, policies and
requirements, and (2) using its resources and managing it s
programs and operations effectively, efficiently and
economically. Specificaly, the objectives were to determin e
whether the PYHA:

. Established and implemented procurement an d
contract administration policies and procedures
which ensured that goods and services wer e
obtained at the best available price and that
contract terms were adhered to.

. Maintained current and accurate books and
records which provided for appropriate contro |
over assets and full disclosure of the results o f
its operations and grant activities.

. Ensured that its Low Rent and Mutual H elp units
were maintained in a decent, safe and sanitar y
condition.

. Adhered to applicable occupancy requirements

relating to resident admissions.

. Completed appropriate certifications and
recertifications of resident income and properly
determined monthly resident payments.

. Enforced lease or homeownership agreement s
including  maintenance and  collection
requirements.

. Maintained efficient and effective personnel

policies and procedures.

. Controlled and accounted for residents Mutual
Equity Payment Accounts (MEPA) in
accordance with applicable regulations and th e
Mutual Help and Occupancy Agreements.

The consol idated Indian Housing regulations are contained in 24 CFR Part 950. The regulations
were moved from Part 905 to the new Part 950 in April 1995. In addition to moving the regulations
to Part 950, some of the regulations were simplified to provide more flexibility to local officials.
References in this report to the regulations cite the current Part 950 requirements.

96-SF-207-1002
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Introduction

. Closed out completed developm ents as required.

. Administered its grant programsin an efficien t
and effective manner and in accordance with its
own policies and governing regulations.

. Established and updated resident utility
allowances in an equitable manner.

The audit was conducted from March through Augus t
1995, and generally covered the period April 1, 199 3
through August 31, 1995. Where appropriate, w e
extended our review to cover other periods. The audit
was conducted in accordance with generally accepte d
government auditing standards.

Our principal methodologies used to accomplish thi s
work included:

. Reviews of Phoenix HUD Southwest Office
Native American Program (SWONAP) filesand
interviews with HUD program personnel.

. Interviews with PYHA and Pascua Y aqui Tribal
employees.

. Interviews with the PY HA's fee accountant and
reviews of financial records maintained by th e
fee accountant.

. Consideration of the PYHA's internal controll

systems pertinent to our audit objectives to
determine auditing procedures.

. Inspections of housing unitsin the PYHA's Low
Rent and Mutual Help programs.

. Examination of PYHA procedures and controls
related to procurement, accounting, occupancy,
maintenance, grant management, personnel ,
travel, investments, management of restricte d
accounts, and utility allowances. Where
pertinent, we also examined books, records, and
other documents relat ed to these areas of PYHA
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operations to determine whether they were
functioning as intended and/or required.
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Finding 1

Management Problems Are Seriously
Affecting The PYHA's Housing and Grant
Programs Administration

The PYHA isexperiencing serious management problemswhich are adver sely affecting
itsability to carry out itshousing and grant programs and, ultimately, the welfare of its
residents. Asdiscussed in Findings 2 through 11, the PYHA is experiencing problems
in almost all areasof operations. These problemsresulted primarily from a serious lack
of staffing, frequent turnoversin top management, and a failure to develop appropriate
policies and proceduresand assign individual responsibility for carrying out activities.
Due to the seriousness of its management problems, the Southwest Office of Native
American Programsdesignated the PYHA as high risk on January 19, 1996. Asa high
risk housing authority, it will be subject to additional monitoring by HUD and required
to develop a management improvement plan to over come its management problems.

PYHA programs have
grown substantially
over thelast threeyears

96-SF-207-1002

During the last three years the PYHA's programs an d
respons bilities have grown dramatical ly. It has become
involved in alarge Comprehensive Grant program with
current funding of over $6 million (it had never
previously had a modernization program), has
attempted to carry out two Drug Elim ination grants with
total funding of $500,000, and has completed or hasin
process five development projects with availabl e
funding of over $15 million and over 160 units (a2 7
percent increase in its number of units).

During this time it has suffered from a serious lack o f
continuity in top management positions. For example,

it has had three Executive Directors and three
Comprehensive Grant program coordinators during the
last three years. At the time of our audit approximately

15 budgeted staff positions were vacant, includin g
Deputy Director, Development Officer, Accountant ,
Tenant Relations Officer, and numerous clerical
positions.

Further complicating these problems has been alack of

policies and procedures for governing its activitie s
including afailureto assign indivi dual responsibility for
carrying out routine work assignment s. These problems
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Finding 1

PYHA'sproblemsare
summarized below and
detailed in Findings 2-
11

have seriously affected the PYHA's ability to carry out

its

programs in a economical and efficient manner whic h
promotes stability and economic and socia well-being
of the tenants.

Problems noted during our review are discussed below
and in more detail in Findings 2 through 11.

Although it is in the fourth year of its
Comprehensive Grant program, the PYHA has
no real strategy for using over $6 mi Ilion already
awarded and has made very little or no progress
inidentifying and addressing the physical needs
of its units or its very rea management
deficiencies.

The procurement and contract administratio n
process was not eff ectively managed. Problems
existed in amost al areas of the procuremen t
process including preparation of bid
specifications, documenting the procurement
decision making process, performing and
documenting construction inspections; and
enforcement of Davis-Bacon wage rates.

Accounting procedures and practices did not
provide for appropriate control over assetsan d
full disclosure of theresults of its operations and
grant activities.

Maintenance and renovation procedures and
practices did not ensure that its Mutual Help and
Low Rent units were maintained in a decent ,
safe and sanitary condition.

Policies and procedures necessary for the
prudent management of its personnel and travel
functions had not been developed and
implemented, and Board actions were not
recorded and made available for public and
HUD review.

Policies governing its tenant and homebuyer
occupancy functions need to be improved.
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Finding 1

The Tribal Council
abolished the PYHA
Board of
Commissioners

96-SF-207-1002

Problems were noted with amost all occupancy
functions including admissions, income
verifications and recertifications, collections,
and title transfer to homebuyers.

. Audits, needed to deter mine actual development
costs, were not obtained on ten projects whic h
had been completed for up to twelve years.

. Policies and procedur es necessary to ensure that
its homebuyers Monthly Equity Payment
Accounts were managed in accordance with its
occupancy agreements and  applicabl e
regulations had not been developed and
implemented. Consequently, the use of such
funds has been haphazard, unsupported,
inconsistent, or ineligible.

. Drug elimination grants, whose activities wer e
never completed and had no activity for over
two years, have been ineffective and need to be
closed out.

. Procedures had not been established or
responsibility assigned to ensure that resident
utility allowancesw ere properly established and
reviewed on an annual basis.

In an attempt to address the above problems, the
PYHA'sBoard of Commissioners was abolished by the
Pascua Yagui Tribal Council in May of 1995. The
Council replaced the Board as the oversight body of the
PYHA. However, there has been no significant
improvement in the PYHA's operations since the
Council takeover. Staffing issues have not been
adequately addressed; perti nent policies and procedures
have not been developed, adopted, and implemented ;
and other deficiencies noted in our review have no t
been addressed or corrected. In January 1996 the Tribal
Council appointed a new Board of Commissioners.

In order to begin addressing its managemen t
deficiencies, the PYHA needs to perform an in-dept h
analysis of its current operations, identify staffing
needed to carry out these operations, and then hir e

Page 8



Finding 1

Auditee Comments

OI G Evaluation of
Auditee Comments

Recommendations

qualified personnel to fill the positions identified. 1t
also needsto review all current policies and procedures,

update them when necessary or adopt new onesiif they

don't exist, and then assign individual responsibility to

ensure that these policies and procedures are
implemented. Until these basic steps are taken, any
attempts to improve its operati ons will be difficult if not
impossible.

The PYHA stated that while they do have adm inistrative
problems, they have dem onstrated that they are capable
of taking actionsto correct the problems . Also, they felt
that some of OIG's concerns regarding their operations

were without merit. They further stated that they have

taken actionsto fill key staff pos tions and to implement
needed corrective actions. Accordingly, they feel tha t
declaring them to be a high risk housing authority is
premature.

Although the PYHA has begun the process of
improving their operations, in our opinion, significan t
problems still remain to be addressed and corrected .
Accordingly, until these deficiencies are corrected, the
PYHA should remain a high risk housing authority.

We recommend that you, for this finding as well as
Findings 2-11:

A. Continue the PYHA as a high risk housing
authority, subject to additional monitoring and
approvals, until it has demonstrated that it has
developed and implemented a management
system capable of properly administering its
programs, including hiring of adequate qualified
staff and adoption and implementation o f
appropriate policies and pro cedures necessary to
carry out its programs. A deadline should b e
mutually established between HUD and the
PYHA, with firm dates, to achieve substantial
improvements. If this approach is not
successful, you should consider taking over the
management of the PYHA.
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Finding 2

B. Providetechnical assistance to the PYHA inthe
identification of staffing needs and the
development and implementation of policies and
procedures needed to properly carry out its
programs or assist it in contracting for such
assistance. Assistance should be provided, as
needed, for each of the problem areas discussed
in Findings 2-11 (Comp Grant implementation,
procurement, contract management, accounting,
maintenance, personnel, occupancy, project
closeout, and utility allowances.)

The PYHA Did Not Properly Implement
lts Comprehensive Grant Program

The PYHA did not plan and administer its Comprehensive Grant program in a cost
effective and efficient manner or in compliance with requirements. The PYHA is
entering the fourth year of its program with no real strategy for using the over $6
million awar ded and has madelittle progressin identifying and addressing the physical
needs of itsunitsor itsvery real management deficiencies. Also, the PYHA expended
over $118,000 for indligible or unsupported work items. Deficiencies noted indicate the
PYHA doesnot have the management capacity needed to carry out itsprogram. Asa
result, residents are being deprived of needed improvements to their units. These
problems were caused, in part, by lack of knowledgeable and experienced staff.

The Comprehensive
Grant Program began
in 1992

The Comprehensive Grant (Comp Grant) program ,
which is governed by regulations contained in 24 CFR
950.600%, was first funded in 1992 to provide
modernization assistance to authorities that own or
operate units on areliable and more pre dictable basis; to
enable them to operate, upgrade, modernize and
rehabilitate housing developments; and to ensure thei r
continued availability for low-income families as
decent, safe, and sanitary housing.

Indian Housing Authorities are to prepare a
Comprehensive Plan to identify the best use of Com p
Grant program funds. This plan is to include both a

*The consolidated Indian Housing regulations were moved from  Part 905 to a new Part 950 in April

1995.

96-SF-207-1002
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Finding 2

The Comprehensive
Grant Program was
poorly planned

The physical needs
assessment was
unreliable

Physical and Management Needs Assessment based on
input from public meetings, authority personnel, tenant
organizations, completion of inspections of units and
energy audits.

The Physical Needs Assessment Plan is to identify al |
work that the authority would need to undertake t o
bring its developments up to the modernization an d
energy conservation standards established by HUD .
The Management Needs Assessment identifies th e
improvements needed to upgrade the management and

operation of the authority.

The PYHA's Comp Grant pro gram was poorly planned.

There was no documentation to support the data in the

Physica and Management Needs Assessments
submitted to HUD; not all physical and managemen t
needs were identified and included in its plan; routin e
mai ntenance items which are the responsibility of th e
homebuyers were included; energy conservation needs

were not addressed; and input from the re sidents and the
public appeared limited. These weaknesses ar e
discussed below.

Although the PYHA stated in its 1992 through 199 4
grant applications that the physical needs addressed in
its comprehensive plan were based on unit inspections,
the PYHA did not have documentation of the
ingpections. Without such inspections , the PYHA could
not determine physical needs or plan how to use Comp
Grant funds.

In June 1995, the PYHA submitted new budgets for its
1992, 1993, and 1994 Comp Grant progra m. As before,
there was no documentation available to support th e
Physical Needs Assessment. The Executive Directo r
stated that some items included in these budgets wer e
based on what former authority officials had promised
tenants and homebuyers and not on an actual need s
assessment. Asaresult, the Physical Needs Assessment
did not include all needed repairs. During inspection s
made during our review we noted that the exteriors o f
many units were cracking, resulting in water leakin g
into the units from the exterior; most units lacke d
weather stripping needed to reduce utility costs an d
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Finding 2

The management needs
assessment was
unsupported

Unneeded repairswere
scheduled

L ack of energy
conservation

96-SF-207-1002

limit insect infestation; and the concrete foundatio n
slabs of the units in one development were cracking .
None of these items were addressed in the PYHA' s
needs assessment.

The PYHA did not adequately determine its
management needs when devel oping the Management

Needs Assessment. Asaresult, it de veloped no specific
plans to addr ess its management deficiencies discussed

in other findings of this report.

In accordance with 24 CFR 950.672(d)(3), a
Comprehensive Plan must in clude a management needs
assessment.  This assessment must identify and
prioritize al management needs (eg., a ccounting control
systems, employee qualifications, and adequacy o f
resident programs and services, occupancy ,
maintenance, etc.)

Sources of data are to be identified in the need s
assessment and retained. However, the PYHA coul d
provide no documentation for our review which
supported its Management Needs Assessment. Fund s
were agpparently budgeted without real thought or effort
to determine actual needs. Our review noted
management deficienci es in each of the areas discussed
above (see Findings 3, 4, 5, 6, and 7), yet the PYH A
had no documentation indicating that it had identifie d
these management deficiencies or developed aplant o
address them.

The Physical Needs Assessments included cosmeti ¢
work to be completed on Mutual Help uni tswhich isthe
responsbility of the homeowner, such as painting; new

appliances; and routine maintenance. When asked why

these items were included in the Comp Grant program,

we were told that the prior Executive Directors an d
Board of Commissioners made promi ses to homebuyers
to include such work in the Comp Grant program. The
current Executive Director feels compelled to complete
the promised work, although it may not be the best use

of Comp Grant funds or even an eligible use of funds.

The Physical Needs Assessment isto identify all work
needed to bring units up to energy conservation
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Finding 2

standards established by HUD. However , the PYHA did not conduct an energy audit

as part of its planning process or include measures to reduce energy costsin its Comp

Grant plans. Asdiscussed previoud y, the PYHA's units are badly in need of weather

stripping. This simple repair item could result in significant energy savings. Ye t
weatherstripping and other energy saving measures were not planned.

Public meetings were
restricted

Budgeted Comp Grant
activities duplicate wor k
budgeted and/or
already completed
under other activities

Comp Grant fundswere
expended on ineligible
and unsupported
activities

The PYHA had only limited documentation recordin g
the results of public meetings held as part of its annual
Comp Grant budget (Annual Submission) process.
Documentation was available indicating that some type
of public meetingswere held for 1994. However, there
was no documentation available indicating that
meetings were held for the 1993 submission. Further ,
there were indications that not all tenants were invite d
to participate in some meetings. For instance, th e
PYHA held an annual public meeting May 26, 1995 .
However, the PYHA only invited residents from two of
its thirteen developments.

Besides not adequately determining its physical needs,

the PY HA did not ensure that there was no duplication

between activities planned to be carried out under th e
Comp Grant program and activities budgeted for o r
previoudy completed using other funds. We compared

items included as Extraordinary Maintenance in th e
Authority's Low Rent Budget with those budg eted under
the Comp Grant program and noted variou s items which
were included in both budgets. For example, street
lights were included in both budgets for three projects,

fences were in both budgets for six projects, and
evaporative coolers were in both budgets for one
project. Additionally, the PYHA relaced 21 evaporative
coolers in Project 2 about two years ago, but has
budgeted to replace the same coolers with Comp Grant

funds.

The PYHA expended over $118,000 of Comp Gran t
program funds on ineligible and questionable wor k
items.  This included using funds for routine
maintenance of Mutual Help units and questionabl e
charges for claimed drug elimination activities. Th e
PY HA aso used Comp Grant program funds to mak e
non-emergency physical improvements to Mutual Help
units for which homebuyers were delinquent in thei r
house payments. The use of fu ndsin this manner raises
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Fundswere used for
ineligibleroutine
maintenance

Unsupported
expendituresfor drug
elimination activities

Funds were spent on
ineligible mutual help
units

96-SF-207-1002

further concerns as to whether the PYHA has the
capability to manage its program in a cost efficient and
effective manner and in conformance with the
requirements of the program.

The PYHA expended $52,502 for routine maintenance

of Mutual Help units (see Appendix B). These routine

maintenance repairs included such items as replacement
of window glass, miscellaneous plumbing repairs,
leveling of refrigerator, fuse replacement, etc. Routine

maintenance costs are not an eligible cost item and
routine maintenance of Mutual Help units is the
responsibility of the homebuyer not the PYHA.

Under the Comp Grant program, individual housin g
authorities are alowed to expend funds on drug
elimination activities. One of the eligible activitiesi s
the provision of additional on-duty police, only wher e
such police will provide additional security and
protective services over and above those contractuall y
obligated by the Cooperation Agreeme nt with the Tribal
government. The additional servicesare to be verifiable
through time sheets and written work assignments.

The PYHA contracted with the Tribal government t o
provide additional security services and through Apri |
11, 1995 had expended $66,349 for salary costs o f
individuals involved in this drug enforcement activity.
However, the Tribal government did not submit any
reports to the PY HA documenting that the one to three
employees, whose sd ary was being paid by the PYHA,
were even working on drug elimination activities .
According to the PYHA Executive Director, tribal
officials stated that they would use the employee s
however they wanted. The Executive Director did not
know what these employees actually did and it i s
guesti onable as to whether the activities were actuall y
drug enforcement related.

The PYHA used Comp Grant funds to complete non -
emergency physical improvements on Mutual Hel p
units whose owners were not in compliance with thel r
financial obligations under their homebuye r agreements.
Under Comp Grant reg ulations, such improvements are
ineligible unless they are necessary to meet statutory or
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I mplementation was not
timely

regulatory requirements or there is an emergency
situation, and prior HUD approval is obtained.

In July 1995 the PYHA elected to use force accoun t
labor to replace roofs on the 40 Mutual Help unitsi n
Project No. 40-2. However, seven of the forty
homebuyers living in the project were delinquent o n
their financial obligations to the PYHA by period s
ranging from three to twelve months. The roof
replacement was not an emergency situation, a statutory
or regulatory requirement, nor was prior HUD approval

of the work requested or obtained. Since the work did

not meet statutory or regulatory requirements and HUD

did not approve waiving the above requirements, th e
Authority should not have replaced these seven roof s
and the related costs are an ineligible Comp Gran t
expense.

Generdly, a housing authority is expected to obligat e
each year's Comp Grant funds within two years, an d
expend such funds within three years, of the date o f
HUD's approval of their plan. Although the PYHA i s
now initsfourth year of funding under the Comp Grant
program, it has made very little progress toward s
obligating and expending its funds. Because of serious
problems with the posting of i ts accounting records (see
Finding 4), neither we nor the PYHA were able t o
determinetotal actual expen ditures or obligations of the
Comp Grant program. However, based upo n drawdown
information obtained from HUD, the PYHA has onl y
expended approximately 15% of its cumulative gran t
amounts.

The delay in implementing the Comp Grant progra m
partially resulted from the constant turnover in Com p
Grant staff and the extended period of time the Com p
Grant coordinator position was vacant. The PYHA has
had three Comp Grant program coordinators, and ha d
no coordinator for 11 out of 16 months from November
27, 1993 to March 20, 1995. Also, there was no
indication that any of the staff in charge of the program
had the knowledge or experience to efficiently and
effectively operate a program of this size.
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performance

Auditee Comments
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Recently the expenditure rate increased after the PYHA
began large dollar projects such as replacing roofs,
fencing, and street lights. However, based on past
performance and current problems facing the progra m
(asdiscussed above), i t is doubtful the PYHA will meet
its target dates for the obligation and expenditure o f
funds. In September 1994 HUD extended the deadline
for obligating first year Com p Grant funds to December
1994 and the deadline for expending the funds t o
December 1995. The December 1994 deadli ne has long
past and the PYHA has not yet obligated its first yea r
Comp Grant funds.

24 CFR 950.687 requires HUD to evaluate the
performance of the authority to determine whether the
authority has carried out its activities in a timel y
manner, in accordance with the Act, including
requirements that the work carried out meets the
modernization and energy conservation standards an d
other applicable laws and regulations. If it is
determined the authority does not have continuin g
capacity to operate its Comp Grant program , this section
provides various corrective actions or sanctionsto b e
taken against the authority, including freezing or
recapture of unspent funds and repayment of ineligible
costs. Any repayment must be from non-HUD sources.

Clearly the PYHA has not carried out an acceptabl e
Comp Grant program and it is questionable whether i t
has the continuing capacity to do so in the future. | n
our opinion, HUD should consider freezing the PYHA's
Comp Grant funding until an acceptable, full y
documented Comprehensive Plan is completed and
HUD isassured it will be properly implemented.

The PYHA admitted that it has had serious problem s
with the administration of its Comp Grant program .
However, it stated that actions have been taken to
improve program administration, including hiring an
architect to assist in developing a comprehensive plan.
Accordingly, it feels that attention should be givent o
the current administration's ability to manage th e
program, not to what happened in the past.
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OIG Evaluation of
Auditee Comments

The PYHA stated that OIG's characterization o f
painting and appliance repairs as being cos metic and not
eligible Comp Grant activitieswasin error. Inregards
to energy conser vation measures, the PY HA stated that
an energy audit would not be cost effective because of
climatic conditions. However, it stated that revise d
Comp Grant activities will addres s energy conservation.
Additionally, it stated that the expenditures for roofing
on units whose homebuyers were not current on thei r
monthly payments and expenditures on repairs of units
in project 40-2 were eligible Comp Grant activities. It
stated that the roofing repairs on the units of ineligible
homebuyers were in the best interest of the PYHA and
resulted in significant cost savings and that the repair s
on units in project 40-2 were for eligible work item s
included inits approved plan that were simply done out
of sequence because of delays in implementing th e
Comp Grant program.

In relation to payments to the Pascua Y aqui tribe fo r
drug enforcement activities, the PYHA stated that th e
payments were for police officers whose activities were
in the best interest of the Yagui community. It state d
that there was no duplication between work item s
budgeted under its conventional housing program an d
its Comp Grant program. Items were included in th e
operating budget because of problem s with Comp Grant
funding and the intention was to repay the operatin g
fund with Comp Grant funds when received.

We recognize the PYHA's recent efforts to address the

major deficiencies hindering the implementation of it's

Comp Grant program. However, the fact remains tha t
neither a fully documented Physical and Managemen t
Needs Assessment nor a detailed Comprehensive Plan
have been completed. Until these items are completed,

the PYHA's Comp Grant program will continue t o
languish and will not meet the minimum requirement s
or the intent of the program. In regard to the PYHA' s
specific concerns with information contained in th e
draft finding, we have made revisions to the findin g
where deemed appropriate. However, we continuet o
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disagree with many of the PYHA's comments.
Specifically:

Although an energy audit is not specificall y
required by the Comp Grant program
regulations, the Physical Needs Assessment
must identify all work needed to bring units up
to energy conservation standards established by
HUD. Thus, the PYHA must ensure that
improvements needed to meet these standard s
are identified either through the completion o f
an energy audit or by other equivalent means.

In  our opinion, appliance replacement
(specifically refrigerators) and painting are th e
responsibility of the mutual help homeowner s
and not an eligible Comp Grant expenditure .
Removable appliances have traditionally been
considered persona property and thus their
replacement would not be a rea property
improvement. Painting, specifically interior
painting, is a routine maintenance item which is
not an e€ligible Comp Grant program
expenditure.

We do not concur with the PYHA's claim that
the roof replacement on units of homebuyer s
who were delinquent on ther financial
obligations were eligible. In order for work t o
be done on such units, prior HU D approval must
be obtained. Such approval was not obtained .
Additionally, based on information submitted ,
the economics of scale, asit related to the seven
units discussed, would not have resulted in
significant cost savings as claimed. However ,
dueto the difficulty in going back and assigning
roofing costs to specific uni ts, we have amended
our recommendation to only require futur e
compliance.

We continue to consider the $52,502 discussed
in the finding to be routine maintenance costs ,
which were the responsibility of the homeowner
and thus ineligible Comp Grant expenditures .
The type of work as discussed in the finding and

Page 18



Finding 2

Recommendations

detailed in Appendix B is clearly miscellaneous
minor repai rs and not part of a structured Comp
Grant program.

We recommend you require the PYHA to:

2A.

2B.

2C.

2D.

Freeze the PYHA's Comp Grant fund ing until an
acceptable, fully documented and supported
Comprehensive Plan has been submitted and
approved;

Refund to the Comp Grant program, from no n
HUD sources, the $52,502 of ineligible routine
mai ntenance costs charged to the pr ogram which
are detailed in Appendix B;

Submit for your determination of eligibility
documentation to support the $66,349 of
personnel costs charged to the Comp Grant
program's drug elimination activity; and

Cease performing non-emergency Comp Grant
work on Mutual Help units when residents ar e
not in compliance with the financial
requirements of their Homeownership
Agreements.
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Finding 3

Procurement And Contract
Administration Need | mprovement

The PYHA did not effectively manage its procurement and contract administration
process. Problems were noted in almost all phases, including preparation of bid
specifications, documenting the procurement decision making process; performing and
documenting inspections; and enforcement of Davis-Bacon wage rates. Problems
occurred because the PYHA staff and Board members had inadequate knowledge of
contracting procedures and an acceptable contract administration system had not been
established. Asaresult, HUD has no assurance the PYHA gives fair and equitable
treatment to all firms involved in the purchasing process; that supplies, services,
equipment, and materialsare procured efficiently, effectively, and at the best prices; or
that required wage rates are paid by its contractors. In thisregard, areview of three
procurement actions totaling $605,189 identified avoidable costs of about $65,000 and
wage under payments of over $10,000.

Regulations contained in 24 CFR 950.160, require, i n
part, that a housing authority (1) maintain record s
sufficient to detail the significant history of a
procurement, including evidence that the solicitatio n
and award procedures were conducted in complianc e
with tribal and federa requirements including
requirements for wage rates; (2) adopt, promulgate, and
comply with rules or regulations for the procuremen t
and administration of supplies, materials, services, and
equipment which ensures that al procurement
transactions are conducted in a full and open
competitive manner; and (3) maintain a contract
administration system that ensures that contractor s
perform in accordance with the terms, conditions, an d
specifications of their contracts. More specifi c
requirements of  procurement and contract
administration systems are contained in 24 CFR 85.36.

Housing authorities
must establish an
effective procurement
management system

We reviewed the procurement and contract
administration process relating to three contracts
totaling $605,189. These procurements included th e
purchase of vehicles, fences and street lighting. W e
evaluated documentation on hand, interviewed bidders,
and reviewed contractor payrolls. Significant problems

Procurement process
relating to three
contracts was reviewed
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were noted in each of the three procurements as
discussed below:
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The procurement
process for vehicle
purchase was flawed

The decision to buy all
vehicles from one dealer
was not prudent

New bids should have
been solicitated when
the number of vehicles
changed

Delaysin purchasing
the vehicles cost an
additional $7,480

The procurement of
fences was improperly
handled

The procurement process used for the purchase of eight

vehicles was serioudly flawed. Asaresult, the PYH A
incurred at least $19,300 in unnecessary costs an d
competition was improperly limi ted. In August of 1994
the PYHA solicited price quotations for the purchase of

six vehicles. Subsequently, in January 1995, the PYHA

purchased eight (instead of six) vehicles at atotal cos t
of $139,894. Problems in the solicitation process ar e
discussed below.

The PYHA purchased all vehicles from a Ford dealer .
However, it could have purchased four of the vehicles
from a Chevrolet dealer for a total of $11,820 less -
$2,955 each. We were informed that the Chevrolet s
were not purchased because a Board member dislike d
Chevrolets and the PYHA decided to issue the purchase
contract to the Ford dealer who had the overall low total
bid. However, there was only a price quote, not a
formal bid. Thus, the PYHA could have, and shoul d
have, split the procurement and selected the
combination of prices which would have resulted in the
least cost, even if it meant buying vehicles from mor e
than one dealer [reference 85.36(b)(4)].

The PYHA decided to increase the number of vehicles
it would purchase from six to eight. However, new bids
were not requested even though this was a significan t
change from the original solicitation. By not doing so,
the PYHA limited competition and could not be assured
that the best available price was received. As note d
below, the dealer from whom the vehicles wer e
purchased increased the prices.

The PYHA did not purchase the eight vehicles unti |
January 1995, five months after its solicitation. Thi s
delay resulted in the PYHA paying an additional $7,480
for the vehicles. The price of the vehicles went up and

the increase was passed on by the dealer.

In November 1994, the PYHA awarded a $325,29 5
contract for the construction of chain li nk fences for 180
of itsresidential units. However, the total solicitatio n
and administration process had serious problems, a's
follows:
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Specifications were
inadequate

Incorrect Davis-Bacon
wage rateswerecited in
the specifications

The fence contract was
not awarded to the low
bidder
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The drawings and specifications used were originall y
developed for afence which t he PYHA had constructed
around aholding pond. They were not fully applicable
for residential use so the PYHA crossed out items se t
out in the drawings and deleted certain items from th e
specifications. However, this created conf usion as some
items were crossed out in the drawings but not deleted
from the specifications and visa versa. For example ,
braces and threaded trusses wer e shown in the drawings
but not required in the narrative specifications. Thi s
resulted in at least one bidder including the braces and
trussesin his bid because of the conflicting information.

According to bid specifications, the Davis-Bacon wage
rate for fence workers was $8.50 per hour . This was not
the correct hourly wage rate because the $8.50 did not
include the mandatory hourly fringe benefit which must
be paid. Accordingto HUD Labor Rel ations Office, the
Davis-Bacon wage rate for this job would be $10.8 1
($8.29 plus $2.52 for benefits), not $8.50. The PYHA

failed to obtain a current wage decision and was
unfamiliar with wage requirements.

We reviewed the fence contractor's payrolls for th e
period January 19, 1995 through May 4, 1995 an d
determined that employees were underpaid $10,457 as
aresult of the use of the wrong wage rat e (see Appendix
C).

The contract for fence construction was not awarded to
the lowest responsive bidder, resulting in the PYH A
paying $37,600 more than necessary for the fences.
The PYHA did not have document ation explaining why
the low bidder was rejected as required by 24 CF R
85.36(b)(5). However, the staff verbally informed u s
that the low bidder did not submit a Training and
Opportunity Plan (TOP) as required by the bid
gpecifications. However, PYHA filesindicated that i t
also had problems with the winning contractor's TO P
submitted as part of the bid. The bidder was permitted,
after bid opening, to submit anew TOP.

We noted that the TOP was not included in the

"Documents and Forms to be Included with Bid"
section of the specifications. We interviewed the lo w
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The PYHA verbally
approved contract
changes

The PYHA did not
perform or document
adequate inspections

(losing) bidder who informed us that the bid
specifications and PYHA verbal explanations cause d
confusion.

Because of the inconsistenciesin the bid documents and
thefailure of the biddersto completely comply with all
requirements of the solicitation, the PYHA should have
either rejected all bids or alowed the submission o f
additional documentation, both of which were allowed
for in the bid solicitation documents. The PYHA di d
neither and it resulted in unnecessary costs of $37,600.

The PYHA verbally approved changes in contrac t
reguirements without verification as to the advisability

of the changes. For example, the PYHA accepted a
proposed contract change order suggested by the
contractor which resulted in achange in the depth of the
fence post holes from 36" to 30" for all fence posts .
The contractor stated "The change will not alter th e
strength of finished product and [we] will warrant thi s
fully."

We asked another fence installer whether such a change
would affect the strength of the fence. He said yes, that
itisvery important to have 36" holesin the type of soil
where these fences were constructed. Any shallowe r
hole would affect the fences' strength.

Prudent contract administration practices would require
that all contract change orders be approved in writing to
preclude potential misunderst andings and possible legal

action. Additionally, prudent practices would requir e
that, prior to the approval of any change order, th e
advisability and cost of it be reviewed and approved by

a knowledgeable individual.

The PYHA did not perform adequate inspections of the
fences during construction and after completion. Asa
result, the fences, as constructed and accepted by th e
PYHA, do not meet contract specifications.

We requested an estimator for another fence compan y
to inspect the completed fences to determine whethe r
they met contract specifications. The inspector state d
the fence did not meet the specifications as follows:
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. Contract specifications called for 7 gauge
tension wire but 9 gauge, a smaller size, was
installed.

. Contract specifications required gate posts have

a2 7/8" diameter. The inspector stated that the
postsinstalled were 2 3/8" diameter.

The PYHA stated that it changed the original
specifications relating to wire gauge and gate posts prior
to bid opening through an adde ndum sent to all bidders.

However, the two losing bidders claimed they received

no such addendum. The PYHA's documenta tion behind
its contention was contradictory and did not adequately

show that the specifications for wire gauge and fenc e
posts were changed prior to bid opening.

In addition to the above, the sp ecifications required a 2"
gap between the ground and bottom of the fence. Our
ingpection of the fence showed this gap was often over
6".
We requested copies of the Authority's inspections o f
the fences to determine their extent and adequacy. The
responsi ble employee stated he ha d inspected fencing at
every unit, but did not have any documentation.

The Authority did not adequately review contracto r
payrolls or complete worker interviews. As aresult ,
HUD has no assurance contractors are complying with
Davis-Bacon wage rates;, HUD and contract
requirements.

HUD Handbook 1344.1 Rev 1, Federa Labor Standards
Compliance in Housing and Community Development

Programs, Chapter 3, r equires employee interviews and

payroll reviews to ensure employees are categorized in

the correct job classification, paid Davis-Bacon wag e
rates, deductions are authorized and the net pay i s
correct.

A review of payrollsfor this contract reveaed that the
contractor did not pay Davis-Bacon Wage rates (se e
above), nor did it pay amounts as shown on the payrolls
submitted to the PYHA. We compared the amounts of

canceled payroll checks for one pay period with th e
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Therewere problems
with installation of
street lighting

original payroll. We noted that the net pay of som e
workers did not agree with the payroll submitted to the

PYHA. The contractor told us that the difference wa s
a deduction for employee purchase of lifting belts, but
did not explain why the original erroneous payroll s
were submitted to the PYHA. The PYHA would hav e
noted this discrepancy had they properly reviewe d
payroll records and interviewed workers.

In April 1995, the PYHA awarded a $140,000 contract
for street lighting at severa Low Rent projects.
However, the PYHA had no documentation in its fil e
relating to the selection process. PYHA officials stated
that they had appointed their architect as contrac t
adminigtrator and thu's thought that they did not need to
retain any documentation related to bid selection o r
contract administration. Interviews with one of th e
bidders and review of available information indicate s
that there were problems with the origina bid
specifications, the contractor selection, and contrac t
administration as follows:

. According to one bidder, the bid specification s
were incomplete because they did not contai n
Davis-Bacon wage rates. He stated he
repeatedly called the PYHA to obtain the
applicablerates, but never received them. Also,
the lighting plan was flawed because it called for
an excess number of controllers. Normal
installation requires one controller for every 100
lights. However, the Authority's plan required 9
controllers for 47 lights. The bidder said the
unneeded 8 controllers raised the cost of the
lights by about $8,000.

. One bidder stated he was low bidder on
February 7, 1995 and February 15, 1995, bu t
was not chosen and was not told why. The
bidder protested the February 15, 1995 award ,
but received no reply from the Authority. I n
accordance with 24 CFR 85.36(b)(9) and
85.36(b)(12), the PYHA must have procedure s
in place to resolve disputes relating to thel r
procurements and must retain records
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documenting significant events of the
procurement. In this case, these requirement s
were not met and HUD has no assur ance that the
bid process and contract award was fair or
justified.

. The PYHA did not have any records showin g
employee interviews were held to ensure
contractor employees were properly categorized
or paid Davis-Bacon wages. Our requeststo the
contractor for supporting payroll documentation
were ignored.

As discussed above, the PYHA has serious problem s
with its procurement and contract admini stration. These
problems are a result of several factors. The PYHA ,
although it has adopted a procurement policy, has no t
developed procedures for carrying out the policy an d
administering the resulting contracts. Asaresult, no
oneisfully aware of their responsibilities or what they

are required to do. Further, the person nominally i n
charge of large pr ocurement actions, including contract

administration, has many other responsibilities and thus
does not have the time to spend on proper contrac t
administration.  Further, this individual has had no
previous experience with large procurement actions a